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PETS 

Price: $15.55 (JlO-SO-iaOS) 
KsctI Y ear EiKfa: Maich 3 1 

April 15, 2009 Amy Klemme 

Russ^ 2000 Index; 461.13 (342,59-764.38) Comumct Services Sector 

Founded in 1996, PetMed Express Inc. is America's leading online pet pharmacy that speciaiizes in 
prescriptiofi atid non-ptescription pet medications (30% fund 69% ofreventies, respecUwly), and other 
health and nutritional products for dogs, cots, and horses. The company markets its products through 
television, online, and direct mail. PETS provides customers with attractive alternative meiiiods of 
Obtaining pet medications by detivering their product direct to the consumer and capitalizing on their 
ability to compete on convenience, price, and speed of delivery. PETS' brand recognition has increased 
through advertising and the promotion of the 1-800-PetMeds trade name. PeMed Express Inc. is 
headquartered in Pompano Beach, Florida and engages in the sale and distribution of pet 
pharfnatieuticaU in all fijiy states. 

Recommradation 

P&rS is America's largest online pet pliaimacy, aiid tliey 
have no major direct on-line competitpis. PETS' strong 
brand recognition and competitive pricing and advertising 
strategies will add to the sustainability of its top hue growth 
{16% YoY in 2008) and bottom hue growth {39% YdY iii 
2008) in the foreseeable future. With consumers 
increasingly looking for more cost effective arid convenient 
ways to ctoin pet medicatioiiS; P^S is well positiooed to 
effecti\"eh' combat the cunent macroeconomic headwinds. 
PETS' strong price advantage; consistently charging 15- 
20% below veterinarians and tidr hridc-aHd-moitar 
competitors, will continue to he^' lite company's 
profitability and growth. PETS' sttDug revenue growth 
{averaging 19% Y oY ) over the past f om^ years is driven by 
menaggnLent^s ^ih^ to rnaintain dpm^i^ e^tp^nses di^ 
obtain new customer at lower costs (down 5% from 
EYE2007). Considering the company's strong revenue 
growtii, ftmdarnentals, and ^rong MtfriagenieTtE, a target 
price of $22.00 was established. It is recommended that 
PETS is added to the AIM Equity Portfoho, providing a 
potential ipside of 41%. 

Investment Thesis 

• Attractive Growth and Expansion Opportuaitjes. PetMed Express differeiriiates itseU by 
conipefing on conv^eoce and cost EaviE^, sllown^ tfiem to gain madcet ^laie. OnlLoe pet 

pharmacies liave been increasing their maiket share, from 7 to 1 1% in the past two years due to 
their ability to offer cost savings of 15 to 20%. Despite broader rrracroeconomic issues, 
managemetct is cdnfldent ^iat ttiey will be able to coitfinue to sustain ledi^on in operating 
expenses as well as tlie acquisition cost cf each new co stumer due to declining advertising costs. 

• Efficient Low-Cost Opet^atiug Structure. PETS is able to provide its customers witli a 15 to 
20% discount on products due to managemenf s ability to reduce operating expenses and control 
overbead. The company' s online structure allows PKTS to have mudi lower fixed exists tian 
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MaiketCap 


$368.?1M 


Shares Outstanding 


23.334M 


Avg. Volume (3 montli) 


576,580 


Adjusted Beta 


.65 


EPSCTTM) 


$^ 


2009 Estimated EPS 


$.97 


P/E (TTM) 


16.54 


PEG Ratio 


1.05 


WACC 


7.99% 


DebVAssets 


0% 


ROE 


33.13% 


ROA 


29.73% 


GiossMaigin. 


39.41% 


OperatLng Margin 


14.86% 


Net Margin 


10.63% 


Dividend Yield 


N/A 


A ualyst Coverage 


10 


Taiget Price 


S22.00 



Source; Bloomberg 
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bride- and- moitai' competitois, such as PetSmait. Especially at a time when consuineis are facing 
reduced discretionaiy income, price advantages aie essential in obtaimiig and maintaining PETS' 
customeis. 

■ "l-MO-PdMeds" :^aiidi. Management's selection of tte l-800-PetMeds trade name has 
allowed PETS to grow its mad^et share. PETS' brand lecognition is viable due to its $100 millio n 
investment in adveitising over the past five yeais. 

■ Strong Balance She^ As of Q3 2009, PETS }md over ^7.2 mlHibn in cash and no ddit 
Considering the natiiie of the bminess, tins gives PETS a strong comp^tive advantage in. 
difficult economic tLmes- 

Valnation 

PETS is ciniently trading at 16.54x TTM EPS of ^.94 aiid its three year historical raiige is 13.78- 35.54x. 
An average of 19.38x was apphed to expected 2009 EPS of $0.97 and yields a value of $18.80. Based on 
alOj/eatDCF aaiatyas wifti a cx)mpiiEed WACG of 7.99% aiKi a temnBal growth race of toii^&Tii^c 
value of $23.70 was obtained for PETS. A sensitivity- analysis adjusting for assufiiplJoBS to long-t^m 
growth rate (2-4%) and the WACC (7.00-9.00%) generates a price range of $17.48- $38.00. CbtgaHngthe 
P/E andtoCF appi-oaches, ataiget price erf $22 was esEabS^ied, prodding a potential ipside of 41.48^ 

Ri^cs 

• Seasonality. Seasonal demand fear heartwoim, flea, and tick medications can negatively affect 
PETS sales. Additional^, manag^eflt h^ij&b^ mfiriy^ C[iialtQFly <jiaii^ inadvertisiiig dostsHiat 

affect specific qiiaiteis due to changing contract prices and agreements. This fluctuation in 
adveitising, however, should be minimized in the future due to management's recent success at 
bbiainincf loTig--teim coritracls. 

• Sale C ODcentration* Appn^ximately 50% of PETS husines& operations occur in seven states. If 
PETS' license to operate a pharmacy was suspended orre\'oked in one of these states, a decline in 
sales would occur which would adveisely, and materially, affect PetMed Express' financial 
Gonditian 

• Legal Liability", PETS' engagement in the sale and dehveiy of prescription pet medications 
requires them to adhere to both state and federal regulations. PETS could face increasing 
legt^toiy SCTiltif^ ^lotild the FDA or other enforcemeri agencies begin to legiiabe pet 

medications, 

• Single Distributiou Cente', PETS operates through a single distribution center in South Florida, 
making the company susceptible to possible huiricanes and other inclement weather conditions 
th^ Go^d tifteirtpE oidinaiy bisiness activlBes. 

Maoag^n^t 

MenderesAkdf^ has been CEO of PetMed Expre^ ^irce 2001 m^clpjeaderi; Since 2005; Hehaspla^ed 
an integral role in the grou'th and expansion of the company. His tolowl^^e and experience at anotlier 
online retader. Lens Express, has helped the compar^ incaeasq s^e? itom only $10M in 2001 to over 
$2dOM currediy- Bjvog H^maWoom, CEO, has been wife PiETS since 2002 and has stong 
reduction experience as he was an auditorfor Deloitte &Toiiche. 
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OwDership 



% of Shai^ Held by Insideis: 

% of Shares Held by InstiMional & Mutual Fund Owneis: 



3% 
95% 



Top 5 Sharcliolders 



Somce: Bloonibeig 



Holder Name 


Shares Held 


Peicent of Share Outstandinq 


FMRLLC 


2,670,200 


11.44% 


Fidelity Low- Priced Stock Fund 


2,447,040 


10.49% 


Baiclays Global Investois UK Holdings Ltd 


1,666,537 


7.14% 


Friess Associates Inc 


1,246,200 


5.34% 


LoniAbbett& CO. 


1,130,587 


4.84% 



Souice: Bloombeiy 
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iRobot Corporatioii 
IRBT 

Price: $8.38 ($7.00 - $17.80) 
Fiscal Year Ends: DecembCT 31 

Date: April 16, 2009 Michael Klem 

RusseU 2000 Index: 473,88 (342.59 - 764.38) ComiaMer Goods Sector 

iRobot Corporation produces and sells various home cleaning robofe government and industrial robots 
and related Qtcessories. iRobotderives revenue from prodwisates aitd research and development 
programs. The sale of home cleaning robots, as welt as the PockBot tactical military robots, account for 
91 A% of revenue. The home cleaning robots consist of the vacuum Roomba, the floor washing Scooba^ 
the shop sweeping Dirt Dog, the pool cleaning Verro, and the gutter cleaning Looj. The PackBot tactical 
FOfeots perform search, recon, and bomb-disposal missions while keeping troops out of harm's way. The 
research and development revenue comes from the execution of contracts awarded by the U.S. federal 
government, other governments, and a small number ofotiier partners. This accounts for the remaining 
-.SS%ofrev^ue:iRdb&tmsfb\iiidedinl990hyrobo&H^ CoUn Angle tnd HeUnSreiner^nimgwH^ 
their professor D r. Rodney Brooks. The corporate he&dqiKtriers are located in Bedford, Ma$$6Ghusetis 
Witfi three domestic offices and five international offices* 



Reconim eo datJoD 

CiinBntiy, robotic vacuums own 4% of die maiket share, 
but many analysts think this can grow to as high as 8% in 
the nearfutmB. Wlule tihi&iii^be wfaatthe compai^ is 
best known for, iRobot continues to provide consiimeis 
with new ways to clean the house. Recendy, the company 
^jplial for a pateM on a lawTnnowtng wixk blowing die 
innovation to continue producing new robots, iRobot is 
also a key partner of die U.S. Armed Forces as it is the 
main sL5)plier of smdl unrnsimed ground vehicles 
(SUGV). Despite signs ofalacikof consumer spending, 
iRol^ot foimd ways to iQciease ovemll sales by 23% in 
2008. iRobot also continued si5)plyitig die government 
with SUGV's^ th^ leGeiveda $7^ millf on orderin 
Februaiy of this year. These positive signs show 
indications of a tumaroimd in the share price. Therefore, I 
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Shares Outetaiiding 


24.8 UM 


Average Volume 


103,594 


Beta 


1.00 


EPSOTIyR 


$0:03 


F2009 Estimated EPS 


$0^5 


P/Book (TTM) 




P/Salra flTM) 


■0:70 


WACC 


11.^0 


Asset Turnover 


1.80 


DebtyEquity 


0.037 


Gross Margin 


30.40% 


Operating Margin 


0.07% 


Target Price 


$10.50 



am reasiimeiKlfcg life addition of IRBT to Bowcb: BfexJieberg 

Fundwithataigetpric:eof $10.50, which offeis a potential ipade of 25>30%. 

Invesbn^t Thesis 

• Gov^nmrat Contracts. WidithegOVeniKidafc'siiiostTeceitf^dld $80 niiUion of d*e $28B' 
million Indefinite Deliven'/Indefinite Quantity xBot contract has been fulfilled. Defense 
Secretaiy G ates has brought a complete overhaul to militaiy spending widi his new budget He 
has halted plais fbrnew ftghbsr jels and destoy^ in favor of low-tech we^oK suoh^ 
unmanned drones. The new focus on SUGV's to fight the batde iti Afghanistan should bitii^ new 
contLacts to the company. The gross maigin on the government and iodustrial is 39%. 

• Strong Int^national and Domeslic Growdi. Intemational home robot revenue doubled from 
just over $10 milhon inQ40?to oVCT$23'mil]iOttiiiQ4{^>IntmiatLonal sales now repies^ 
38% of total home robot revenue. This provides a whole new maiket for iRobot to expand into 
and will allow them to continue to grow . iRobof s strong growth has also been ranked M: on 



April 22, 2Q09 



Page 5 



Forbes Fast Tech newcomeis lisL They project EPS gipwttof 18% overtheBesctliiiEetofive 

years. 

• Award Winning Quality* In 2004, the iRobot Roomba received the "Best of Innovatioiis Design 
and BagiseertHg^ Awaid in the Home Apphance categoiy froin thelnbem^ioaal CdaSiMier 
ElectiDnic Showcase. In 2005, the floor washing Scoobawonthe same awaidfrom a pool of 
more than 1,000 entries from 164 companies. The Roomba also received an Excellence in Deagn 
awarfin2005. 

• Patoits, Asof the end of the year, iRobot held 52 U.S. Patents and more than 130 pending U.S. 
patent ^phcations. These patents will not expire until 2019. Internationally, they hold 15 foreign 
patents, additional design registrations and more than 60 pending ^phcations. The company 
does not have a tistary of being charged wUitpatrait infrtngemeii. In^Bad, it tends to prosecute 
those they beUeve are copying their pateaits. 

Vollialioit 

To find the intrinsic value of IRBT, a ten- year DCF was conducted. A short- teim growth rate of 1 5% was 
used as the compai^ expects to continue growthat a similar pace. After the first five-years, the growth 
rate was derailed to 7.5^ andatenninal ratedf 3% was tised. Also, aWACC of 11.43% wasfbaodon 
Bloomberg. Using a sensitivity analysis, IRBT possesses a potential i5)side of $16.83 and a potential 
downside of only 66.55. 1 have estabhshed a price target of $10.50 to hold consistent with the average of 
the values in the sensitivity analysis. 
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Sales 
Growth 



$10.18 


9.43% 


10.43% 


11.43% 


12.43% 


13.43% 


10.00% 


$11.21 


$9.56 


$8.31 


$7.34 


$6.55 


12.50% 


■$12.45 


$10.60 


$9.Sl 


$8.12 


$7.24 


15.00% 


$13.79 


$11.73 


$10.18 


$8.96 


$7.99 


17.50% 


$15.25 


$12.96 


$11.23 


$9.88 


$8.80 


20.00% 


$16.83 


$14.29 


$12.37 


$10.87 


$9.67 



Risks 

• Struggliug Economy. WitJittieeveiilsbfthepastyearTnclliifiiigtlieburst of llie ho 

and the financid CTi^, ^obal economy is suffering. IRBT has been able to grow sales at 
17.4% and inciease average price by 1.4%. While being the cheapest of the robotic house 
cleaneis, many consumeis may decide that now just is not the time for a new vacuimi. 

« Compditioiii. Th& sut^c^ arid pc^iktan^ of the Roon^d &m other pmdtidte 1^ givm rise to 
new competitois. Electrolux and Sharper have come out with prc>ducts similar to the Roomba but 
have not been able to achieve its quahty and price. On the mihtaiy side, IRBT recently lost out on 
a Mavy cotttzactto Teledyiie asd R^eamb Goii^}etiti:3isfGa: the deantog producls ind^sde 
Samsung j^Twf LG. 

Manageni^t 

Within the last month, iRobot announced that Jeff Beck will take over as president and general manager 
of the Home Robots division B eck comes with more tlian 20 years of high-tech leadership. Founder 
Cohn Angle is still with the company as Chairmanof the Board and CEO. Angle's longevity with the 
compai^ dioWs th^it Will QoE stray aWay fmm tte 

managraa^JttKflaisViceAdmnal Joseph Dyer, who is a U.S. Navy ratiiee. iRobot is lodkiog for Iris 
mihtary experience to play a key role ia landing government contracts. 
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Ownership 



% of Shai^ Held by All Insider and 'd% Owneis: 
% of Shares Held by Institiitional & Mutual Fund Owneis: 



30% 
45% 



Source: Yahoo! Finance 



Top 5 SharcJiolders 



Holder 


Shares 


%Out 


OPPENHEIMER FUNDS, INC. 


2,571,257 


10.32 


MORGAN STANLEY 


1,251,191 


5.02 


BlackRock Advisois, LLC 


1,159,140 


4.65 


PRICE (T. ROWE) ASSOCIATES LLC 


783,678 


3.15 


MFC Global Investment Management (U.S.), LLC 


688,957 


2.77 



Source: Yahoo! Finance 



Marquette University AIM Fund 



April 22, 2009 



Page? 



HItlite Microwave Corpcn^atioii 
HITT 

Price: $32.80 ($23.26-43.79) 
Fisc^ Year Ends: DecembCTSl 



April 14, 2009 

RUSSELL 2000 INDEX: 456.09 (271.30-1,328) 



Rob Mitchell 
Maidwaie Sector 



Hittite Microwave Corporation is a manufacturing company that designs and develops high performance 
integrct&d e/irufe, modules nnd subsystems. Their pfo'ducts are pnmariiy vsed for radio frequency, 
micro\^aw, and miliimeterwave appiicattons that require technicaiiy demanding radio frequencies. Their 
diverse product portfolio includes more than 740 standard products as well as custom products, spanning 
twenty functional families. These products are used by more than 2,700 customers for a variety of 
opplicQtions and end markets. Almost 75% of their revenue comes from Ceiiuiar Infrastructure, 
Microwave & Miliimeterwave Communications, Broadband and Military. Their other customers ore in 
the Automotive, Fiber Optics, Space and Test & Measurement markets. They sell their products directly 
to ongiml equipment manufacturers through their own sales force uni q Sistribu^m neimrk in North 
America. In 2008 59% of revenues came from international customers^ Tk^ ^omp^ny was founded in 
1985 and is headquartered in Chelmsford, Massachusetts. They issued titeiriniUGt puhUc offering in 2005 
iind currently have 332 fbiUUme employees. 



R ecomnieDdatioD 

HITT is a well established designer and manufacturer of 
integiated dirndls for pTCKKssing radio fi^qiie^ Since 
going pubUc, sales have incieased at a 31% CAGR over the 
last four years. In a tough environment during 2008, they 
managed to increase Tevenijes by 15%,giowingto $180 
million, HITT is poised to capitalize on siJ^staiitial growth in 
global demand for ^plications requiring technically 
deiiiaHdiiig.radiofcequency. Ca^floW geneiHtioii ftoin 
opeiHtii^ acliviti^ has increased significandy and recently 
grew by 12.5%; reaching $59.96 million in 2008. These cash 
flows have kept the company in good f ii:ianGial sliape during 
the cuFTerf credit mii^aDdpFDvideil^^ 
flexibility to grow their lousiness. With HITT' s strong balance 
sheet, piofitable margins, a high ROE of 23. 76%, and 
opportucfily for sub^r^AM lor^ t^m giowfii, it m 
recommended that Hi t 1 be added to the AIM Equity Portfolio 
with a target price of $39 yieldiDg a 18% return. 

InvtstflsedtThe^ 

• Expaosion of Industries Requiring Integrated 
Circuits. There is a growing global demand for 
niobile irfbimation(tevi<^mdteghmiiItiiiiedia^jplic^ 

innovation of a variety of different electroiiic products diat rely on electiDmagnetic waves for 
high ^eed data transmission. The manufactmeis of these products require complex integrated 
dtroflHs th^ can help signal processing, so they rely onlfTOsethatijai^ fes^pert^' ili designing and 
mainrfactniipcf these IC ' s, HFIT s products allow manufactures to HHkE ecpipnst liiat 
opaBlEs irnre ^desilly and effedivdy utilize the frequmcy qjedrum Increased demajid 
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$990M 


Shai^ 0;^aiji±toff 


30il80K 


Ave. Volume (3 monlil) 


244,000 


Adjusted Beta 


0.895 


EPS (TTM) 


$1.74 


2009 Estimated EPS 


$1.40 


P/EaT>0 


16.93 


Est ESS REttLo 


1.65 


wAce 


9.37% 


Debl/Assels 


0 


ROE 


23.76% 


ROA 


22.00% 


Gross Margin 


71.44% 


Operaling Mfflgin 


44.34% 


Analyst Coverage 


8 


Dividend Y ield 


0.00% 


Target Price 


$39.00 
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for their products has caused them to experience a 30,75% compound annual giowth rate in. sales 
over the last 4 yeais and will continiie to drive their revenue growth. 

• Operating Cash Flows. HITT generates substantial cashflow iiom operations that has grown 
over the last five years. It grew 38.7% in2007 andby 12,5% in2008 to $59.96M. Their cash 
gener"ation fniDi operating activities allows them to hold significant cash on theii^ books ($180. 9M 
as of year end 2008). Due to theii^ sufficient cashflows, they have not had to take on any long 
term debt to finance their growth Instead, they have used this cash to buy back 1 . 7 million shares 
in an effort to offset dilution form equity giants since its release of its IPO. With strong cash 
flows and a healthy balance sheet the company is a good position to implement a new stock 
repurchase program in the future 

• Fabless Business Model^ HITT uses a fables business modelinonierto focus their efforts on 
their expertise in the designing of custom irrbegrated circuits. Their expertise gives them a 
competitive advantage over theu^ competitors, so outsourcing the coital intensive semi-conductor 
fabrication allows them to maintain high gross margins around 72%. 

• Product Portfolio. HITT has expanded their product portfoho sigrrificantly over the last coi^le 
of years intioducing 98 new products in 2007 and over 100 in 2008, with plans to continue to 
diversify their portfoho in the futirce. This diversification hmits their exposure to a decrease in 
demand in a particular end market. The new products also have longer product life cycles of 
around 7 years and will be a driver of fiiure giowth rCTenues. To expand their researirh and 
development they acgniied substantially all of Q-Dotlnc.'s assets in August of 2005. Also, In 
October 2007, they errter^ in an agreement for $7.1 million with Northrop Gnrorman Space 
Technology to market some of theit^ products, hcense related technology and assume the 
associated customer relationships. 

Yaluatiou 

tiirr is cmrently trading at 18.Qx TTM EPS of $1.74. Taking their historical P/E average of 25x a 2009 
EPS estimate of $1.40 yields a $35 price target. Based ona 10 year DCF analysis with a WACC of 10% 
andaterruinal giowthrste of 3.5%, an intrinsic value of $41.10 was obtained. A sensitivity analysis that 
adjusts both the long-term growth rate (2-4%) and the WACC (9.5%- 11%) generates a pnce range of 
$32.21 - $47.17. This DCF assurrres 0% growth in 2009, 15% in 2010, 20% from 2011-2014and 15% in 
2015-2018. The price target was set at S39 that would yield a 18% retmnforthe stock cmrently trading 
around $33. 
Risks 

• Credit Availability. As the credit crunch continues, it is becoming more difficult for some of 
their customers to obtain the necessaiy fiirancing needed to operate. Asa result, they may see a 
decrease in sales iD.2009 and have lowered their expectations for earnings per share compared to 
a year ago . If the economic conditions continue to get worse ia the future, it will inhib it the 
company to grow their business. 

• ReUaDceou Top Customers. Even though they have a very diverse customer base, Hill rehes 
on its top ten customers for 40% of their revenues. B oeing has been one of their top customers 
and itr 2005 made up 16% of theit'total revenues. HTTT's rehance ontheit'top customers could 
hinder frrtme revenue growth if any of them encounter problenrs. 

• Insider Ownersbip, Insiders hold 32% of the outstanding common stock including the founder 
and chairman Dr. Y alcirr Ayash' s 29.9% ownership. This presents possible piDblems itr the 
firtrne as he maintains the power to control the board of directors. He has been decreasing his 
stake in the company by gradually selling a minority of his shares that he maintained through the 
original IPO. 

• C ompetitive Industry. Although the integieted ciicuit industry is divert, it is constantly 
changing due to new technologies. The failme of Hil l to keep up with innovative engineering 
would cause them to lose competitive advantages. Tbey must corrturue to spend on research and 
development to provide advanced qnality pr"oduGts to their customers. 
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SteplienDaly is the President, CEO, andChainnaiiof HITT. He has significant experience in the industry 
and has been woiking with the company over 13 years. He became the pi^ident in 2004 and has tripled 
the revenues of ^61M to $180M since taking contn^l. He is a shareholder in the company currently 
owning 51,000 shares. 
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Ownership 



% of Shares Held by Insiders and 5% Owners: 

% of Shares Held by Institutional & Mutual Fund Owners: 



32% 
72% 



Top 5 Shareh old fa's 



Somce: Yahoo! Finance 



Source: Yahoo! Finance 



Holder Name 


Sbai'es Held 


Percentacje of SbaiB Oubstandina 


Y alcin Ayasli 


8,968,734 


29.9% 


Capital Reseaich Global Investois 


1,590.000 


5.30% 


Massachusetts Financial Seivices 


1,399,012 


4.66% 


Franklin Resources 


1,242,270 


4.14% 


Barclays Global Investois 


1,216,945 


4.05% 
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Tfiw«' Group Companies 

TWGP 
Price: $25.12 ($15-76^31.0^ 
Fiscal Year Ends: Decemh^Sl 

April 22, 2009 Mike Rice 

Rijas^2O00Ii5dex: $473.S& (3^.59-764.38) Finanoal Sendees Sector 

Tower Group offers property and casuaiiy insurance products and reinsurance services through its 
operating substdidrits. Cijrrentiy fWVP^Opemtes through sixsabrfdiarfes; Tomrhsnrance-Company 
of New York, Tower National Insurance Company. Preserver Insurance Company, Mountain Vaiiey 
Indemnity Company, North East Insurance Company and Tower Risk Management Corporation. This list 
is rapidly expanding as TWGP acquires firms to develop into a national insurance provider. TWGP's 
insurance companies are licensed to write both commercial and personal pwducts in all 50 states, 
TWGP's commercial line of products includes property, inland marine, general liability, workers 
compensation, commercial auto, and umbrella products. The main commercial industries in which tfiffy 
are presetitare rebiil and wholmle stor^, grocery stdres, restouraflte, Hr^ix ^ntradm end 
residential and commercial buildings. The persona! line includes homeowners^ ^Welling fire, three-and 
four-family dwelling policies and umbrella products. The company was founded in J 990 with ten 
employees. TWGP is currently headquartereiS in N&w Y^rkCi^^nd employs over 700, 

R ecomm eo dati od 

As a lesult of managemenf s execution of growth aiid 
profilabiJi^ sbaEegi^^TWGP is rapidly expaodilig into a 
mtioiial insuzcuice company tlnDughboth acquisitions and 
oiganic growtL Since the inception of these strategies in 
late 2006, TWGP's piemiums earned have giOwn 40% and 
aie expected to contimiing growing rapidly due to 
expansion. TWGP's net combined ratio continues to 
strengthen overfly pastthieeyems^ 82^4%, 83.8% and 
87.6%, respectively. These numbrasiHustrate the 
undenvriting discipline that the management team has 
instilled and will continue to emphasize as new maikets 
em^ge. TWGFsstei^icR^e^i^itpottfohbhEisprDdlJGed 
average returns of $31. 4M overthe past three years. These 
returns have taken extra pressure off liie company' s 
undeiwriting pioSte during lliese tough econoraic-tinies. 
Therefore, l^ecause of TWGP's acquisitions and organic 
growth prospects, underwriting siKx;ess, strong investment 
portfolio and v^j^n management team, I am 
recommendingtheadc^tionofTWGPtotheAlM Equity 
Portfolio with a target price of $32^5, yielding a gain of 
about 30%. 

Investment Thesis 

• Rec^t AcquisitioiisTWGP completed tiie acquisitions of Castl^x>iat Holdings (CPLH) and 
Heimitage Insurance GiOi^) ill Februaiy 2009. Bothfmns s&engtfiencuriertt lines and develop 
msttr lines of business which will be crucial during the expansion into a national insurance 
company. Priorto the acquisition of CPLH, TWGP held a 6.7% investment owneiship and 
completed the acquisition by issuing 16.8M shares, woitb$533M, to CPLH sbareholdeis. 
Hennitage was acqrdied from a sii^dia^of B^DOkfield AssetManagement for $130M. 



Key Statistics 


April 15. 2009 


MadtetG^ 


$968.32M 


Shares Outstanding 


41.312M 


Ave. Volume (3 month) 


436^76 


Adjusted Beta 


.96 


EPS (TTM) 


$2.87 


2009 Estimated EPS 


$3.22 


P/E (TTM) 


8.53 


PEG Ratio 


.34 


WACC 


7.56% 


DebyAssels 


6.59% 


ROE 


17.83% 


ROA 


3.98% 


O^rratii^ Maigin 


23:75% 


Dividend Yield 


.82% 


Dividetti (FY 2008) 


$0.20 


Analyst Coveiage 


5 


Target Price 


$32.25 



Source: Bloombeig, Yahoo! Finance 
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■ Growlband Profitability StrategiesDesigned to expand the compar^^ through oigamq giowfli 
as well as acqidsitions while still ensurmg profitabihty, these strategies have already proven 
successful with the acquisition of Pieserver in 2007. Acqmred to gain more agents and visihihty 
in the NoitheaSt aMsliGngftm^ie current product liiie, liiisarxiuisition caused revenue to grow 
38%, The company will continue to look for acqiiisitions at a reasonable price because of marii^ 
conditions. To achieve oiganic growth through these strategies TWGP will add more product 
ItD^, temtories and indusbies llirough HiBir many dfeliibttois. 

• Sbroiig Finaocial P^ormanceTWGP has consistently produced stronger financial results than 
itspeeis. TWGP has maintained its ROE aroimd20% overthepast 5yeai5. In 2008, TWGP 
oulperfomied (20.7%) its own ROE expecfatioiis (18-20%) and also sigmficantly butperfonned 
lis peeis combined ratio (104% vs. 84.2%). Eurthemiore, withtii^ acquisition of CPLH, TWGP 
was able to strengthen its financial position by iocreasiQg its assets to almost $1B aiid nearly 
doubling its equity account to $744M. This increased financial strengthprovides TWGP tiie 
means to acguim ccmipanies flM aie attiaelively priced due to ciment aiaj^et condlfieiB. 

• Investment Portfolio The rating of TWGP' s iovestnient portfolio prior to the acquisition of 
CPLH was AA-, howeverit has risen to AA. Despite the tough economic environment in 2008, 
TWC5P invested ^>piDxiiiiately$336M in fixed income secraritieis to fmther^iengtt^ 
portfolio. In 2008, TW^GP was ^letO return $34.6M iqt inve^nent income, down from $36. 7M 
in 2007 but still allowing the compare to avoid extza piessine on undeiwritLng profits. 

ValualioD 

Based on a 5 year DCF analy^witha ^ramputed WACC of 7.56% and a terminal growthrate of 3%, an 
intrinsic value of $33.74 was ob^hQ^ for TWGP. A sen^Vity analysis that adjusts both the long-terai 
growtiiratE (2-3.5%) andlheWACG (7.5-9.5%) gen^mbs a price iangfe of $29:56-34.88. Afterlaking 
into account the extreme growtiidue to recent acquisitions, 1 set my price target at $32.25. With llie stpdt 
cunendy trading around $25, the $32.25 price target would result iq a return of about 30%, 

Risks 

• Failure to Integrate New Acquisitions Successfully TWGP's management will have to 
ehminate synergies to ensure that they are operating at a cheap and efficient level. The 
luaiegi^eDt team Ihs proven Itsdf in the ^ea after experieodngf a 23% growtfc in r^t incdme 
following tJie accfiiisition and integration of Preserv'er in 2007. In the future, faihit^ to make 
ber^eficial acquisitions and maisgement's ability to integrate them into TWGP's current 
ewimmnent could negatively affiectflte enliie company. 

• C onipedtion As the coinpany expands into a national Gonipaiiy, TWGP will have to compete 
with many larger insurance companies that have heen competing on a national level, particularly 
in the Southeast, for many years. The management will he tested to create a successful plan to 

niaikd;shffle in dl parfs of com&iy wMe sfill holt&ng oitfn tiirar Noifii^astem stonghold. 

• Catastrophic Events / Higher Claims Frequency TWGP's new national piBsence will expose 
them to the possihihty of new catastrophic trends and events, especially in the Southeast. This 
wflif drce them to continue to follow ftieirbusiness plan and coifiimie to succ^sMly uraterWfite 
products. At the same time, since muchof theirbusiness is focused in the Northeast they are 
extremely vulnerable to catastrophic events in that region. However, this vulnerability will 
decrease as the company expands. 

Manag^n^t 

Michael Leeis the CEO, Chairman, PresidentandFounder of both TWGP and CPLH. All five members 
of liie SeniorMarageitL^ Team ffi^iage over 20 y^is <tf instiraiice industry Experience. ThisTeaiw, Ib9 
developed and executed the company' s biisiQess' growth and profitahihty plans as well as the core 
business plan which has aUowed the compai^ to conttnually expandsinceTWGP's inception iQ 1990- 



April 22, M 



Sage 12 




TWGP 



+20% 



-60S: 
2.0 



0.0 kiLuu 



as i:if 



TUGP 




"RUT 



■llllhlii iiL.iLill.Jkiiillil.il ili.Jililll 



Copyright 2009 Vahoni Inc. 



http : / /fi nance . yahoo . con/ 



OwDership 



% of Shares Held by Insideis: 

% of Shates Held by InstitutLonal & Mutual Fund Owneis: 



13% 
57% 



Souito: Yahoo! Finauce 



Top 5 Shareholders 



Holder Name 


Shares Held 


Percent of Share OiSstanding 


Michael H. Lee 


3,188,680 


7.94% 


NWQ Investment Management 


1,724,545 


7.40% 


Baiclays Global Investois UK Holdings 


1,394,357 


5.98% 


WeUs Fargo St Company 


1,312,015 


5.63% 


Columbia Wanger Asset Management 


1,185,000 


5.08% 



Source: Yahoo! Fioauce 



Marquette University AIM Fund 
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NovartisAG (ADS) 
NVS 

Price: $37.30 ($33.34-61.30) 
Fisc^YearEnds: Decenil3CT31 

April 17, 2009 SaiahClaaiig 
almes MSCI EAFE IuAbx: $41.11 (31.56-78,77) Intematioiial Healthcare Sector 

Founded in 1996, Novartis AG is a leader in the global pharmaceutical industry, providing innovative 
medicci solutions in over 140 itaUons mii^\vide. NVS operates in four €ivishns. The PharmaceuUcals 

division (64% of net revenue) offers more than 50 key brand-nome patented pharmaceuticals, while the 
Sandoz division {18% of net revenue) focuses on the production and sale of off-patent generic 
pharmaceuticals. The Consumer Health division (14% of net revenue) operates under three segments: 
over-the-counter (OTC) medicines, animal health medicines, and eye-Gate prc^UCtS,. while the Vaccines 
and Diagnostics division (4% of net revenue) manufactures human vaccines and blood testing 
instruments. Headquartered in Basel, Switzerland, Novartis operates primarily in Europe and the United 

States 14S% qM 31% &f net rmnm^ mmc&.'^W> ^fso operates in oMr arms of th& AmerimSj 
China, and additional emerging markets. 1 ADR represents 1 ordinary share of NVS. 

Reconnncndatioil 

X\'S is the only global phaimaceutical company that is a 
leader in both bianded phannaceiiticals and generic 
phannaceuticals and ^ maiket shai^, respectively). 
Considering the ciiii^nt regulatoiy headwinds facing 
branded pharmaceuticals and the expectation that the 
global generic dmg market will grow at a 10% CAGR 
tintJiigh 2013, NVS, with its diverafied opera&ons and 
Sandoz division, is poised to outpeifonn its competitors 
and c^italize on generic growth in coming years. In 
addition, NVS posted sohi 1^)08 Tesdts with 9% y/y sales 
growtii and 25% y/y net indaiiie growtb. The company also 
posted an impiBssive 4Q08 witii net profit rising 62% y/y. 
Furthermoie, in 2008, NVS' strong cash flow allowed the 
compaiiy to furtiier te divst^icaSon dfozts wltti ttie 25% 
acquisition of Alcon (ACL) and to pay a 4.6% dividend. 
Therefore, due to a growing demand for pharmaceuticals 
woridwide, a uitiveisal tfelid tbw^ds gei^cs, Nbvait^ 
robust pipeline, and their diversified operations, it is 
recommended that NVS be added to the International AIM 
Equity Poitfolio with a target price of $50. 

Inve^ment Thesis 

• Growing D^uaad. Growtii in woild population, the dramaric aging of the baby boomers 
genra^bn, a Tieod towards a more sedeTriaiy life^fe, and the ij^^ixlate for access to befter 
healthcare in emeiging maikets are all driving growlli in demadij for &tVS' products. NV^S, with 
43% of net revenue from Europe and 31% of net levenue from the U.S., is poised to take 
advantage of the wodd' s aging popularioh. The poptilafion of Europe is aging faster tiban fliaE of 
airy other conbnent and the percentage of people over age 65 in lie U.S. is expected to reach 13% 
in 2030 from 8% in 2006 (U.S. Institute of Aging). 

• Tread Towards G enerics. As overall healthcare costs continue to grow as a percentage of GDP 
inniBl]^ coimtries, fl^^ls aiiiiic^^sed^fbrttoc^healdicaie costs - includii^ a univet^^si^li 



Kev Statistics 


Apr. 16, 2009 


MaitetCap 


$84.4aB 


Shares Outstanding 


2.26B 


Ave. VoliBiie: (3 moifly 


2,345,230 


AdjusbedBela 


.77 


EPS arm 


$3.60 




$3.39 


P/E CTTM) 


10.39 


PEG Ratio 


1.47 


WACC 


8.63% 


Total Dd^qiHly 




ROE 


16.47% 


ROA 


10.66% 


GiOss Maigin 


■72.41% 


Operating Maigin 


22.45% 


Dividend Y ield 


4.64% 


Analyst Coveiage 


7 


Target Price 


$50.00 



Source: Bloomberg 
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towards the use of generic phaimaceuticals. Additionally, IMS Health estimates that $24B in 
cxnnbined aoQual sales in the phaimaceutical industiy face patent expiration in 2009. Novaitis, as 
tie ntiinber two company in woildwlde generic sales, is primed to profit from tlie growing 
generic maiket, which is expected to grow at a 10% GAGE. tiHoagh2013- 

■ Robust Pipeline* NVS cinrently has 152 potential new products Iq various stages of chnical 
development This represents a 40% iacrease in the size of the poitfoho from 2005 and a 60% 
napiDvementtoflKtransifionQf cc©^^ dMcal bigfe. 
In the past month, the FDA has qjpoved branded medidnes Coaitem (malaria treatment), Ixiaro 
(a vaccioe for J^anese Encephalitis), and Afioitor (treatment for advanced Iddney cancer) in 
^icfftion to tine generic ding filgrastim, NVS' thiid biosiiiiilar TmedicLne. 

• Div^slfled Op^atloDs* Novartis is the only glohal pliannaceutical company witii Isadiog' 
positions in each of its four divisions. Adding to N\^S' diveisification was the company's 
acquisition of a 25% share of Alcon Iq July 2008. NVS also sought to expand its operations in 
bib[^liariiiaceutical&, acquiring aaadc^onal 51.7% stdc&of Swi^based Speedel Holding. AO in. 
July 2008 and acquiring 100% of llie privately held U.S. biophannaceutical Protez 
Pharmaceuticals injune 2008. 

ValQation 

NVS is currently trading at a 10.39x TTM EPS of $3.60. A conseivative historical P/E average of 16x my 
2009 EPS estimate of $3.39 yields a $54.24 price target. Based on a 5 year DCE analysis with a computed 
WACC of 8.63% and a tennioal growth rate of 3%, an intiinsic value of $49.91 was obtained for NVS. A 
ssDKaivj^- amly^ that adjusts hoth the long-term growth rate (2-4%) ai^ tte WACC (7.63-9.6^) 
g^BT^t^ a price range of $43.02- $59.72. Weighting the two methodologies, a taigei price of $50 was 
obteinfid, Providing a potential reside of 34.05%. NVS pays a 4.64% dividend. 

• Patent Expirations* NVS is di^jCEident i5)on patent protection. The introduction of a geHfiflp 
equivalent of a hranded drug usually results lq a i^id reduction of net revenues for the branded 
drug. With no major patent expirations until 2011, and with Sandoz's generic drugs capable of 
vpte^dBg up some lost revenues from drugs that go off-patent, NVS is positioned better than its 

competitors. 

• Downward Pressure oq Pricing. The global effort to lower healthcare costs is putting 
ddwnwaid pressure on flje pricing of branded phannaceuticals. As govemmeM-contolted healfii 

organizations, managed care organizations, and uisurance companies continue to reduce the 
overall cost of healthcare, NVS' Pharmaceutical division could suffer a reduction ia revenue and 
compiGssed maigias. 

■ Incx'e^ng Regulatory Sca^ttlitiy^ As regulation for pharmaceutical companies becoiiies stricter, 
NVS faces higher development costs, an increased risk that one of its existing patents wiU he 
withdrawn, andalongertLme to maiket for its medical solutions. In 2008, the FDA approved only 
24 itew drag ^pIlc^EEioiB in comparison to E^mval levels of aboid: 30 drii^ per year prior to 
Merxd^' s Vioxx recall in 2004 

• Prolonged Economic Downtnrn. NVS' Consumer Health division may be negatively unpacted 
by a decrease in discifetionaiy income and consumer spending woildwitte- Also, consitrBiiiGd 
credit maikets could have a negative impact on NVS' cost of financing, e^ecrally iniegaids to 
the secorid step of the Alcon acquisition in 2010-2011. 

Br. Darnel V^lla servGd as die CHO since ^ cfeailon of Novaitis in 1996 aifd as ChaiittiaTi of ^ 
Boani of Directors siace 1999. Under Mr, VaseUa's leadership, Novartis has been named one of the 
world's most ethical companies, one of Fortune's most admiied companies, and orte of Barron's most 
respected coiiip^6& Joseph Jiia^pez has ^ved ^ CBO o£ ilie Pba^i^tdi^:^ dteMon since 0ctcd)^ 
2W7. He pievioudy served as die Consumer flealfii druision's CEO. 
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Owner^ip 



% of Shares Held by Insideis: 

% of Shai^ Held by Institutioiial & Mutual Fund Owneis: 



8% 
10% 



Top 5 Shareholders 



SoiuTOL Bloorobeig 



Holder Name 


Shares Held 


Peiirent of Shares OutstandiiK} 


DODGE & COX INC 


69,383,950 


3.06% 


PRIMECAP MANAGEMENT COMPANY 


36,833,983 


1.63% 


FMRLLC 


13,946,896 


0.62% 


Cleaibridge Advisois, LLC 


9,850,616 


0.43% 


MORGAN STANLEY 


6,509,969 


0.29% 



Source: Bloombeig 



Marquette University AIM Fund 
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Canadimi Natural Resources 
CNQ 

Price: $45.91 (26.43-109.32) 
Fiscal Year Ends: Decemh^Sl 

April 16, 2009 Sarah Finoeran 

allies MSCI C^da Indent: $18,53 (13,64-36.22) IntHmatLonal Enagy S^fer 

C^TiiSdian Noturai Resources is an independent exploration and production company with operaU^^Rs in 
West^ Canada, th North S^, and offshore West Africa (S7%, 8%, Qnd 5% of 200B production 
respectively). Natural gas and crude oil account for 99.5% of CNQ's revenue stream. CNQ produces 
approximately 565 million barrels of oil equivalent per day, split 56% crude oil and 44% natural gas. 
Midstream operations comprise the remaining 0.5% as CNQ partially owns and operates three crude Oil 
pipeline systems in on effort to control transportation costs, in addition, CNQ has 100% ownership and 
operatorship of the Horizon Oil Sands Project which employs surface oil sands mining, bitumen 
extraction, and bitumen upgrading to produce synthetic crude oil. CNQ is headquartered in Calgary, 
CamSa wiffl 3700 mpl(fym ^panrittg the corpornUm. 

Recommradation 

CNQ's Hgitf^ dfveisified ag^ pditfolio a±*d tow-cost 
pioduction Initiatives position ihe Company for growth in 
hght of the continued economic imcertainty. Management 
projects CNQ's near-term potential for 3%-5% CAGR in 
te mtuml gas segment and 5%-7% GAGR in Noith 
American oih In ackUtion, the Horizon Project will not see 
the prowluction decline associated with conventional oil/gas 
operadons and will require TmTriTninn mainfenance capital 
going forward. Corporate guidance projects 2009 CapEx to 
be $3.19B which is 133% lower than 2008. Further, an 
increase in demand for synthetic material ']s expected as 
70% of industry-wide refinery i5)grades to process raw 
crude oil are being delayed due to tiie overall diop in crude 
oil prices. This allows CNQ to c^^ture t^iidietic oil 
c^ffxiFtur^des while blli^ida^'^iiiliie iiodiEtiy ai&fdfCed 
to GiA back. In addition, CNQ uicreased its divider]d by 5% 
for the niTith oonsecilive year. Witli such promiang growtli 
opponunMeS arid ^grdfibarit reckctim in C^iEx mcni]:^ 
forward, it is recommended that CNQ be added to the 
International AIM EquilyPoitfolio at ataig^ price of 

Investment Thesis 

• Horizon Oil Sands Project* CNQ management anticipates significant value creation from this 
major asset with incremental production gains over the phased development. The Horizon Project 
plTjdiloed its fti^ Ifflrrefe of Irigt quality syiiliiefec erude oil (SCO) in Fdmaaiy of 2009. CNQ 
expects production to ramp i^) to 1 10,000 bbl/d by tlie end of 2009 with production estimated to 
reach 250,000 bbl/d by 2012. Horizon maintains proven reserves of 6-8 hiUion barrels allowing 
the project to produce for decades Without facing ar^ decl±OB,The Project has Ite c^ability to 
generate cashflows of C$2B before lH2015.FuriJie& SCO sells at apremium of $3 totiie WTL 

• Low-Cost Prodiicei\ CNQ is one of the lowest.cc^ pioduD^ in the industry, which allows a 
great deal of flexibihty in reganis to capital aUocation In 2008, COGS was 50% of sales 
GOmpaFsd to the indtisby average atM%. GNQ^siMtU]^ ga^an^li&a^ oIliHOdik:^ 



Key Stati^ra 


April 16. 2009 


MadeetC^ 


$24.84B 


Shares Outstanding 


541.15M 


Ave. Volume (3 month) 


4,466,120 


Adjusted Beta 


1.40 


EPS (TTM) 


$10.44 


2009 EstiiiiatedEPS 


$4.16 


P/E 


5.34 


PEG Ratio 


2.19 


Divide Yield 


o.sm 


WACO 


11.73% 


Debl/Assels 


30.52% 


ROE 


31.46% 


ROA 


12^A 


Gross Maigin 


50.06% 


Operating Maigiu 


48.65% 


Analyst Coverage 


28 


Taiget 111106 





Source: Bloombeitr 
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have been consistently below its peer groi^) average. Betw^een 2006 and 2008, CNQ natural gas 
pioduction expense averaged $0.92 ($/nicf) with its peer groi^) iBaching $1.25. CNQ's heavy oil 
3-yeair average was $13.96 ($/bbl) in comparison to the peer groi:q:> average of almost $15, Low- 
■cosbpioAictLon has iBsiilted in a 48.65% op^[^sEiDg niaigin for CNQ compared to 31.24% for its 
peCT ^t>^ in 2008. In addition, CNQ management indicates tlie ability to leduce costs in the 
HorironProject by 20%-30% thtough incraased labor pniductivity. 
■ Prodoct Diver^ciitidn. CNQ sMves tor balance amoiig iEs prodm^t off^ings, geogt^Hc 
location, and project time horizons. With a robust and well-diveisified asset portfolio including 
22%light medium crude oil/NGL, 6% Pehcan Lake crude oil, 16% primary heavy crude oil, 12% 
thermal heavy crude oil, and 44% natural gas, CNQ is ncrt oveiie^eT^ed m tsoe coiniiiodity. In 
addition, CNQ will gain further diveisificatioii by expanding into high, quahty SCO thtdi^h the 
Horizon Project. 

Valuaiio& 

A 10-year DCF analysis using a calculated WACC of 11.73% and a terminal growth rate of 3% 
deteimined an intrinsic value of $51,90 for CNQ. A sensitivity analysis adjusted sales growth for Y ears 1- 
3 (-5^i tol5%) Slid temiifil growth rate (1.5% to 3.5%) whichpmducedapriceranc^ df $23.83-$64.2I. 
On a relative basis, a P/E multiple of 12.70x 2009 EPS estimate of $4.16 yields a $52,83 price taiget. 
While the company currently has a P/E latio of 5.34x, the additional revenue provided by the Horizon Oil 
Sands ProjeGt Wiil allow ite company to tb histoiic^averages and to trad^ with industry P/E 
estimates. Comidering both. vaLiiationmethods, ataigEtpriceof $52is^f^^pd^]^Tepiesei:riiiigal3% 

Risks 

• Commodity Prices* CNQ's prufitabilit^^ is dictated by comniodit^^ prices. With eneig^' prices set 
in the global madtetplace, CNQ is merely a price taker. Although the company did engage iti an 
aggressive amount of hedging to protect itself against depleted commodity prices in 2H2008, the 
same locked-inprieesraraiot be sustained in the coming years. 

• New Royalty Framework* The New Royalty Framework (NRF) effective Januajy 1, 2009 will 
have a serious impact on CNQ's bottom line. Royalties are now on a shding scale for oil sands 
raE^|ij3g fitJitt 1%h-9% on a grraSmveHueba^ pre pay-out and 2^-^% pb^^pay-ottt- CNQ has 
already seen the effects of this new framework as royalties increased from 9% to 15% intte 
E^ior Fields when CNQ recovered its initial coital investment. 

• Increased Regulatjon. Under Alberta govenmieiit regiiation, fadlities tib^^it moie than 100 
kilotonnes of carbon dioxide face a carbon tax of $10/tonne. Currently, CNQ has two facihties 
which fall imder the regulation. Caibontax is expected to increase to $30/torme by 2012.Tliere is 
a definite growth trend in government regulation which will negatively impact CNQ's growth 

• Capital Structui'e* While CNQ's debt- to-c^itahzation ratio of 45% is well wilhin management 
guidance, the company's debt levels have risen as a direct result of Horizon expenditures. The 
company, however, has plans to pay down the Iteifc IpanlhatismatumigmOGtob^ Gcong 
forward, the company plans to use internally generated cash flows as a primary source of funding 
as well as $2 .08B available under credit facilities. 

Maoag^n^t 

CNQ does not have a Chief Executive Officer^ rather, the company is led by a corporate management 
committee headed by Chairman Allan Markin, vice chairmen Murray Edwards and John Langille, and 
president and COO Steve iauL Mr. laii jcrfned 3ie coipoiHlaofe m 1991 as Senior Expkafe&ui ^igiseeF, 
advancing to VP of Opeiationial996-HehasbeenilBtrLmieiflaIin.steeriDgthecompai^ towaid 
significant growth pnj^ecls. 
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% of Shares Held by Insideis: 

% of Shares Held by InstitutLonal & Mutual Fund Owners: 



4.00% 

71.43% 



Top 5 Shareholder's 
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Holder Name 


Shares Held 


Percent of Share Outstanding 


Fidelity Management and Reseaicli 


33,600,128 


6.2% 


Davis Selected Adviseis, L .P. 


23,980,204 


4.4% 


WeUington Management Company LLP 


20,632,166 


3.8% 


Capital Woild Investois 


19,272,700 


3.6% 


Barclays Global Investois Canada Limited 


13,197,744 


2.4% 



Source: MSN Money 
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RoIIIds, Inc. 
KOL 

Kcer 117.59 ($9;37-22.50) 
Fiscal Year Ends: Decemh^Sl 

April 16, 2009 Tiffany Roberts 

RiisseU 2000 fnti^- 473.88 (3^.59-764.38) Bt^2i^ S^wices 

Roilins, Ific. is a leading pest and termite control provider that services both residential and commercial 
Customers iitrmgh its domestic and iniBrnationai wholly owtted' svbsididries. JtOL has ^ree ^iff^^t 
customer segments mthin its pest and termite control business: Commercial Pest Control (40% FY08 
revenue), Residential Pest Control (40%) and Hie Termite business (20%), Orkin, ROL's main 
subsidiary, provides pest control to both homes and businesses such as hotels, food service 
establishments, food manufacturers, retailers, and. ttansportation companies. ROL was founded in 1948 
and is headquartered in Atlanta. Georgia. The company offers their services to over 2 million customers 
in the United States, Canada, Mexico, Central America, the Caribbean, the Middle East, and Asia from 
over 500 locQ^ons. 

R ecommradation 

Rollins, Inc, is one of Norfti America' stop cdnnpanies in 
commercial pest control, having a 20% market share in the 
neaily $2 hiUion industn". Major competitois include 
Temiinex, EcolalD, and Rentokil, ROL's extensive 
escperience and excellent n^uMionfor safely andqualil^r 
seivice has allowed die company to gain maiket share in 
the commercial pest control segment which now accounts 
for 40% of revenues compared to 27% ten years ago. HOL 
has taken advantage of cunent economic conditions 
through aggressive acquisition tactics (Home Team Pest 
Defense andCrane Pest ConEiol). TBe compare boasTs a 
strong capital position with $13M in cash and $liOIVl 
available on a line of credit through 2013. As a result of 
ROL's strong balance sheet, management continues to 
JjrovitJb weaMi to the ^lareholder as they increased the 
quarterly dividend (1.65% yield) by 12% for 2009 as well 
as annourkced the repurchase of rp to 5M shares beginning 
in October 2008. Because of ROL'sprcmrnefitposifionin 
tlie commercial pest control maiket and strong customer 
retention c^abihties (>80%) despite the current economic 
dechne, it is recommended that ROL be added to the AIM Equity Portfoho with a target price of $22. 
Inveatmrat Thesis 

• Home Team Pest Defense* ROL acqnired Home Team Pest Defense in April 2008 for S134M. 
HomeTeamis the 4^' laigestoon^jai^ in the industry, contribiiing an 11% increase in ROL's 
FY 08 i^v^ugs. Home Team wUl otHfinuetopoatiwIy intact ROL ^ 90% of lev^iUGS are 
recunii^ from servicing resideriial customers, and management believes the acquisition will aid 
iniii^Hoving ROL's cperatingniaigiaby 3% (in4yis) due to economies of scale. Home Team 
boaslss£n^:^paIt^1e^^1^]SWitll 1,000 bi^^ particularly 18cf fbeBati0EBtOp2O 

builders. 

■ Recessiou Resistaut* ROL operates in a relatively recession resistant environment as many 
commercial businesses {40% of FY 08 revenues), particularly food and health organizations, must 
meet regulatiois imposed by federal and state aut^rities. Commeicial customers often:^poss^s a 
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legal lesponsibili^ to provide for pest control^ therefoie, miiiiinizing pest control spending is not 
a viable option for these companies. These businesses value ROL as apaitoerto help CTsure they 
meet these mandated standards. As a result, management 80- 90% maampg ^em^ G^rmtig 
from A^Eise ofg^tozs^mns. Also, ROL has a proven abilLly to perform weU dmiag &.wce^omry 
period as revenues grew at 5% from 1981 to 1983. 

• Tacxx- Built-in Pest Control Syst^n. ROL's newly acquired company, HomeT earn Pest 
PeEeffie,mpfeys an oiigiml pest defense s^^dce^Tarax, diffeiertialiDgROL froiatiieir 
cxmp^ition lathe business builder segment The Taexx system involves installing a netwoik of 
tttjestjEtttCKitiitoughout designated walls of residences. This allows lie pesticide materials to 
imnain effective because they are no longer expos^to fte sunlitgtfc TUb Tb^xx sy^iem has 
improved customer retention sioce it allows ROL to injectpest trontjol materials from an 
unobtrusive service port outside the bouse, conserving customer pri^vacy. 

VoluoticMi 

Based on a 10 year DCF analysis with a computed WACC of 9.01% andatenninal gre)wtlirate of 3%, an 
intrinsic value of $22.41 was obtained for ROL. A sensitivity analysis that adjusts both the long-term 
gTOWllimtet^5%) and the WACC (8-10%) ^neiatesaprice range of $19:74-32.30. Takii^iiilD 
Gonsidemtion both the DCF valuation and the sensitivily analysis, a target price of S22-00 was obtained. 
Withthe stock cunently trading aiomid $17.50, the $22.00 price tatget would yield an almost 30% return. 

Risks 

■ Weather /Seasonalitj', ROL is directly affected by the weatlier conditions across the I_^nited 
Stetes and other countries in which it operates. ROL is negatively affected by extreme weatlier 
Such as drought, which can gieaHy reduce the pest pc^idation and consequeitily flie iieed for 
ROL' s sendees. Conversely, the iDcr^se in pest pressure and activity, as well as the anival of 
termites in the spring and sununer, has historically resulted in an iocrease in revenue and income 
during these periods (typically Q2 & Q3). 

■ Decline in New Home Constj^uctiou* Resideiflial private construction was off 29.2% y-o-y ia 
Februaiy. Due to continued decbnes in home constRiction, ROL could be adveisely affected. 
Management notes that ffome Team Pest Defense, the subsidiary most affected by new home 
oonsfTDDtidn, bnly d^ves 10% of iteievoSiiesfrom^WTe^eHtiMeoia^^ 

• Currency Exposure* PCO seivices, a Canadian subsidiary of ROL, experienced over 5% real 
growth in 2008 Q4. Due to a 20% decline iQ the Canadian dollar ia the fourth quarter, ROL 
i^joitedmnsolidaied Canaan levemledecTh^ Yet,ROL management daes cot 
hebeve currency fluctuations will pose a materialiiskto the conipaiiy, andasaiesidt, do not 
partake iQ any currency hedging activities. 

• Litigation. Odrin, the main subsidiaiy of ROL, is a defendant iQ many ongoing lawsuits and 
mbitrations. Tiiese poceedings allege that llie plaintiffs have been advefsely affect^ as a lesuit 
of tbe services rendered by Oikin. ROL believes there is no iQimediate, material impact that 
could result conceming these proceedings; yet, management acknowledges a possible material 
cfiaoge that could i^^)act: an iEidiVidpal quarter. 

Managua rat 

R. Randal Rollins, Cliairmanof the Board of Directois, and liis brother, Gary W. Rollins, CEO and COO, 
together are descendants of tbe original RolliHs, Ine- fbim^rs, JohnW, RoUinsandb^brod^O. Wayne 

Rollins. The CFO, Hany J. Cynkus, possesses an eclectic range of management experience, having 
formerly woied as tbe CFO of Mayer Electric Company as well as serving as the Vice Piesident of 
Biacb Sf Erode CbrilectLom. Tfaecioi)iHl)^K)nc>f ^lect oWs^^ip of liieb 

of an exi^erienceditiaiiagemeDt team has lead to a strong sense of diiectpr loyally, focused towaids 
striving shareholder best infceiEst 
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% of Shares Held by Insideis: 

% of Shares Held by InstitutLonal & Mutual Fund Ownere: 



59% 
33% 



Top 5 Shdreholdes's 
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Holder Name 


Shares Held 


Percent of Share Outstandinci 


Rollins (R Randall) 


52,454,056 


52.3% 


Gamco Inveslore, Inc. 


5,714.076 


5.7% 


Neubeiger Bemian, LLC 


4,352,857 


4.3% 


Barclays Global InvestDis UK Holdings Ltd 


2,838,857 


2.8% 


Loomis Sayles & Co LP 


2,102,172 


2.1% 



Source: Bloomberg 



Maiquette Univercity AIM Fund April 22, 2009 



Page 22 



Penii Virginia Corporation 

PVA 

Wm: 12.87 ($7-^-81.00) 
Fiscal Year Ends: DecemberSl 

Apiil 14, 2009 Daniel Knight 

RuEfi^aOQOItidext 456.09 (371.30-764.38) Energy Sector 

HeodquQitered tn Radnor. PA, Penn Virginia Corporation (PVA) is an independent natural gas 
and oil compan]/ focused on the exploration, acquisition, development and production of 
resmves. PVA operates in f^e onshore regions of the USr, inclvding 1heCotix>n Valley play in 
eastTexaS; the Selma Chalk play in Mississippi, the Mid-Continent region, ^e Appalachian 
Basin and the Gulf Coast of Louisiana and Texas. PVA also owns 77% ofPenn Virginia GP 
Holdings, L.P. (PVG), the owner of the general partner and the largest unitholder of Penn 
Virginia Resource Partners, L. P. (PVRla manager of cool a^nd natural resource properties and 
related assets and the operator of a midstream natural gas gathering ditd processing business, 
PVA was founded in 1882, 

Reedtininciidatibn 

PVA operates in a volatile oil and industiy that relies 
heavily on the spot rate of crude ojEI End natural gas. Key 
competitois consist of Cabot Oil & Gas Coip., EQT 
Coiporation and Peabody Eneigy CoiporatUsn- lis levenue 
stream is veiy laige given the size of the company bringing 
in $1.18BB, with a 5 year average percentage growth of 
65%. fiic^i^ commodily |»jog5 have be^ a csta^^ for 
PVA's strorg earnings grcswtii From 2004-08, PVA 
avesiaged a 39% inctease in amiual revenues. The firm has 
been dde Id siMaiQ a cqebi^^ increase la ^^ler^irig 
income, demote an uicrease in total expenses die to hi^ier 
Gommodity prices. PVA has continued to e)5)and in leceil 
years ^jendiirr $580MM ia2008 on additional property and 
equ^nneiX ^rlia^ dnDiog^ofl and ri^ural gas wells 
acrcss its areas of qperarions. 

Tlie fUxoe oiitlook for PVA is veiy optimistic with a 
fonvmdffi motl^ibGf 27.1 anda 5yCTre?^eGtedpriceto 
eamrngs growth ratio of 8.8, the indiistiy being 2.42. The 
stodt is cuneiiJy trading significantly lower tiian its S2- 
wedi hi^ (dcjwn 83%) ^ $12.87, which provides a maigia 
of saf^ if the economy remains iapoorsh^je. Given the 
long-term growtii potential in tlie commodities market, it is 
recornrneriledthat PVA is added tx> the AIM fijr]d energy sector with a target pri $35. 

lovestment Thesis 

• Poor economy. The potential \pside for PVA rests with maritet demand and the low price of 
cnA. Cnade last closed aroinid $4&, neariy S0% b^jw it^ speaks of $14% 77/ barad in. July 
2008. If the economy improves and the demand for oil increase, PVA's stock price should be 
greatly influenced in a positive way. 

• Wdl costs. The sharp fall ia gas prices will likely continue to put downward pressure on natoial 
gas rig Goinds. If this tiendcoritiinies, the sendee aiid driUii^ 
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A coi^^;eus estiniate believes in a 25% decaiisa^ in 2010, iBlative to 2008 averages. These 
reduced costs loweis the need for PVA to adiisve their IRR by about $l/MMBtu (million British 
thermal unit) 

■ Div^sifiGation. PVA hastwo major sidmdianei^ While oil andmtural gasarelJsii^msouices 

of revenues, they also own 77% of Pern Virginia Gidi^) Holdings (PVG). PVG engages in the 
management of coal and natural resouice prcipeities, and the gathering and processing of natural 
gas in the U.S. WG is tiie general portj^ of V^m Vnginia Resources (PVR) who c^)eiatra in 
coal and other natural resources, while also engaging in land management, such as selling 
standing timber and leasing fee-based coal facilities. Operating income in 2008 consisted of 
$170MM from bil afid gas, $96MM from VVR cqal and iiattlral rasomqe management, and 
$18MM fromPVR's natinal gas midstream. 

Valualion 

A 5-year DCFmodd\^th a cOii^jtitBrWACG of S% ailda teiifiinal^Ttiwfej^bf 3% kdtd aniitf^^ 
value of $32.40. Adjusting for best and woist case scenarios lead to an intrinsic value between $52.69 
and $27.03. A PE Multiples model using an average piice per share led to an intEinsic value of $40.08 
versus liie 5 yearDCF imrinsLc value of $32^40. Taking l^ese valuaticHjsiitfo coi^cte^oaatai^ prices 
of $35 was found. PVA also h^ a dividend yield of 1.70%- 

Risks 

■ Milrket Demand* Low consumer spending forces companies to cut back on production, having a 
negative effect on the energy sector. If production continues to shde, revenues will suffer as we 
Irave seenin 40 2008, when PVA h^ an EPS of zero- 

■ Credit Freeze in Uie Financial Markets, Lack of funding for operations could be a potential 
headwind if PVA is unable to finance its cental ejtpenditine inibatives. A tightening of lending 
GoiMslcwPVA's ^q)ansionandolherd^-to-d^ cperation^ In a cQn:5)^tive E&P industry, a 
cnnqjai^s access to coital andtbolevdl.ofhqi^^ Management stated that ttiey are 
in con^hance with their ciedit agreemeaits and expect to contLnue thnDugliout 2 009 . 

• G ov^nmeait Restrictions. Any government interaction with the maAets could pose a threat on 

futine of PVA. De^ite positive news regafding ihe ^imiAm bill, an Lmcertain Obama 
administration could institute new laws and regulations, greatly affecting PVA ' s operations. 

• Future Oil and Gas Reserves. Unless PVA successfully replaces the reserves that are pnxiuced, 
reserves will decline, eventually resulting in a decrease in oil and gas production and lower 
revenues and cash flows fmm cqseraMcms.. Low tril prices will make it difficult for PVA to 

in capital to help increase total reserves. PVA experienced a 35% increase in proved reserves 
from 680 Bcfe (bilhon cubic feet of natural gas equivalent) at year-end 2007 to 916 Bcfe at year- 
end 2008. 

Manag^n^t 

Rd^^GarretthasbeentiieChamiimof iteBoaidK^ GP, 
LLC. A, James Deadove has served as the President and CEO since May 1996. Dearlove isalsodie 
Chairman, President and CEO of PVG GP, LLC. Frank A. Pici is an Executive Vice President and Chief 
Financial Officer. Pici has been in his current position since 2(X)1, and has also seived as the VT^a 
CEO of PVG GP, LLC. All of jaanagein^ImastroiigbadfesfOuDdwilt 
which has served high level positioiis at competing companLes. 
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Holder Name 


ShaiBS Held 


Percent of Share OLrtstandinq 


Barclays Global InvestDis 


2,870,397 


6.89% 


T Rowe Price Associates 


2,806,617 


6.70% 


Bessemer Groifl) Inc. 


2,100,000 


5.02% 


AUiaoz Global Inv" of America LP 


1,820,000 


4.35% 


BlackiDck Advlsois 
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4.26% 
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L.B. Fost^ Company 
FSTR 

Price: ^7.56 {$20.00 - 47.90) 
Fiscal Year Ends: December 31 

April 15, 2009 Josue Lopez 

Russ^ 2000 liid^- $^S^22 ($3^,59 - 764.38) Induslrial Materials Sector 

LM. Foster Compan]/ is q manufacturer and distributor of products and serv/ces for rail, construction, 
and mer^ bn^nesses 'withifi the United States. FSTR operates in 'Stree se^ents: kail ProSucts (46% of 
net sales). Construction Products (47% of net sales), and Tubular Products (7% of net sales). The Rail 
Products segment focuses on providing new and used rail, trackwork, and accessories to railroads and 
mining companies. The Construction Products segment specializes in selling and renting steel sheet and 
H'bearing piUng, as ive// as suppl]/ing precast concrete buildings, fabricated structured steeh fnd 
products for bridges and highway repair. The Tubular Products segment supplies pipe coatings for 
natural gas and oil pipeline, in addition to providing threaded pipe products for industrial water well and 
irriyafidn markets. FSTR is ffie only business to off^r the rail, oonsmicUm, and w&rgy prddmt N^nd 
granting the company a di'sfer^jication advantage over their competitors. FSTR was founded in 1902 and 
is headquartered in PittsbufS^, Pennsylvania. FSTR operates 14 sales offices and 15 warehouses, plants, 
and yard facilities locoted in the cotiUnm&l l/rtiW Stet&j, 

R econiDi radati od 

FSTR is a diveisified infrastructure company specializing in 
rails and construction. No other company offeis the same 
product mix as FSTR giving the firm a distinct 
diveisification advantage. In 2008, sales growth in the 
GonstmcSion segmett of 14.7% offset tJie 10% dedine 
exM^ited in the rail segment and 4.6% decline in the tubular 
segment. Sales for 2008 totaled $512.6 million, up 0.7% 
front 2007. TMs brings to a halt a strong trend staited in 
2005 and 2006 when sales increased 20% per year, and 
31% in 2007. Gross margins remained steady for the year 
15) only 60 basis points. FSTR's decreasing debt levels will 
bQoW tffe firm mom flfexibili^ in litfs teces^miy 
enviromnent. Growth in the infrastructure industry is 
largely being driven by fiscal policy imder the Obama 
adiniiiistiatioTL FSTR has also e^Jauded ite stodc 
repurchasing pi"ogTain, an indication that management 
believes the shares are undervalued. Due to the firm's 
strong balance sheet, proactive cost cutting techniques, and 
an expectation for growth in the infrastructure industry, 1 
am recommending the addition of FSTR to the AIM Eqiiit^^ 
Portfoho with a target price of $40 representing a 50.26% reside relative to the current market price. 

Investment Thesis 

• Excelleut Financial Health. FSTR possesses a strong balance sheet and minimal hquidity risk. 
Casti oil band as of December 31, 2008 was $115.1 mfflion, wMcli is principally invested in tax- 
free money maiket funds maintaining AAA credit ratings. Working capital has increased annually 
since 2004 due in large part to increased accounts receivables generated through strong sales. The 
company's guick ratio of 2.18 for 2008 demonstrates FSTR has the ability to meet its short term 
cdJi^[tLois. FSTR also Tyimnt^inR a revolving credit facility tiat providjra tjj to $90.0 million in 
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borrowing to si^poit liquidity iBqiiiiBinents. The lemaining availa]>ility for borrcwing under this 
facihty is $86.4 million When compared to the company's year-end 2008 debt level ($27.5 
million, or a 20% decrease compared to the end of 2007), FSTR's strong financial position 
be CO meS ^[^jansnt. 

• Infrastructure Spading* The infrastructure industry will see growth in the near future as 
highways, railroads, and biidges will be repaired and i^dated. The American Society of Civil 
^ticfineeis as^gned ^ lafl industiy a grade of wMe Bridges aid roads Tec^ved a C aiid D-, 
respectively. Th^ estimate that to adequately improve K>ads alone will cost S186 billion 
aoQually, a $115.7 hflUon increase fn^m current armual levels. President Obama's stimulus bill 
alloc^jed $29 billion for highway improvementB and $8 biUiom for public traospoit and 
infrasti\icture investments in an attempt to laise the low grades and create jobs. The 0]:>aina 
administration also unveiled a plan to expand high- ^eed rails with an $ 8 billion investment from 
the stimulus bill. In 2009, ibe current $287 billion SAFETEA-LU biU, which focuses on 
ti^i^ExntaMoB, ndU expire. MaiMge^D^ ^cp^ds the dtsco^sgm^bill ta tun as Mgh^ ^00: Mlion. 

■ Stock Repurchase Program* In 2008, the board of directois approved a $15 million expansion 
of FSTR' s stock repurchasing program. In 4Q08, the company repurchased 295,623 shares at an 
average price of $22.50, or approximately $6.7 niiHion. Tb^ bidught Ae total ntraiber of shares 
repurchased to over 865,000, or about $26.5 million Currently, the $15 million dollar expansion 
is about 10% spent. Management beheves that the program will not conflict with their current 
acquisition strategy. 

ValuatioD 

FSTR is currently trading at 11.7x EPS (ttm) of $2.36. Based on a 10 year DCF analysis with a WACC 
of 12.50% and atemiical giDwfli Tate of 3%, aninfainsic Vnlue of $53.74 was ^st^lisled fdrfOTR. A 
sensitivity analysis varying both the teiminal value (1.5-4.5%) and the WACC (11-14%) yielded a price 
range of $47.10-65.81. Due to the uncertainty revolving the reauthorization of SAFETEA-LU bill in 
2009, 1 set my price target at a coisefvative With FSTR cunentiy trading at $26.62, the $40 price 
taiget pieseots a potential r^:nraof 50.26%. 

Risks 

■ Cudimier & SuppUer HeHoBee. A prolbnged recesstonaiy ^mmonment affeclil^ si^li^ or 

customeis could hurt FSTR's bottom line. The company's rail business is largely dependent dp; 
ibe Union Pacific Rail Road Compai^. In addition, the firm is dependent on a relatively new 
business lelatioi^iq) with Gradau Ameristeel for raw materials. A downfaim intiiese busingi^ses 
cxjuld direcliy affect FSTEL 

■ Dqi«ideDce od G overDinent Contracts. Management lias stated tliat a sigmficant portion of 
C})eiHtions relies on the federal funding of infrastructm:B projects. Although it is expected tbat the 
Obania administration will continue to fund ii&astafc&HB piDjecAsiii the long-tenn, given tliat tiie 
cnrreiit stimiilus bill has fallen short of expectations, management is looking to a favoiable 
leauthorizationof the SAFETEA-LU bill in 2009. 

■ Inv^toty Ri^. Threatfed pipeprodirfinventoiy fiuin the tubukr maikets totals $7 ntfltom, i^j 
about twice as much from the end of 2007. Finthermore, management stated that lack of busness 
in lie rail groip has led to an accumulation in industrial ties inventoiy. Lastly, the firm has ^xiid: 
$ltI2 million tied 1:5) in wire. 

M aoag^nent 

StanL. Hasselbuscb has seived as President of the firm since March of 2000 and Chief Executive Officer 
arid Director ance January 2002. Prior tD Sewing as President, he hekl lie of VP-COJ^rurfiQa & 
Tubular Products from 1996 to 1998 and COO from Januaiy 1999 until beii^ named CEO. David J. 
Russo has been witii the firm since July 2002 servingasa VP andCFO. 
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FSTR 



as of 14-Apr-2005 




Cnpyright 2009 Vahon 
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OwDership 



% of Shares Held by Insideis: 

% of Shares Held by iDstitutLonal & Mutual Fund Owuers: 



2.88% 
81.69% 



Top 5 Shareholder's 



Somite: Bloombeig 



Holder Name 


Shares Held 


Percent of Shaie OiSstandina 


Keeley Asset Management 


1,732,980 


16.95% 


Barclays Global Investois UK Holdings Ltd 


552,378 


5.40% 


Advisoiy Research, Inc. 


520,455 


5.09% 


The Vanguaid Gnaiq), Inc. 


365,033 


3.57% 


Kestrel Investment Management Coip. 


333,400 


3.26% 



Source: Bloomberg 



Maiquette Univercity AIM Fund April 22, 2009 



Page 28 



Ow0is & Minor, Idc. 
OMI 

Price: $36.08 ($30.1'^S5.00) 
Fiscal Year Ends: Decemh^Sl 

April 17, 2009 Anne Mongoven 

Kuss^ 2000 Index: 473.88 (342-59-764.38) HdaltiK^ Sector 

Owens & Minor, Inc^ (OMI) is a leading distributor of medical and surgical supplies to the acute-care 
mafket and d heafthcQre supply-chain tonsuliing firm. OMI caters to approxtmat^y 4,500 fie^IffiCflm 
provider customers by delivering brand-name products at competitive prices through sophisticated 
logistic control and effective employee management OMI's distribution of medical and surgical supplies 
account for over 95% of total revenue and consist of general consumable good items such as disposable 
gloves, dressings, needles and syringes, wound closure products atid SUrgidSl products and gowns. Its 
customer base is comprised of freestanding hospitals, surgery centers, group purchasing organizations 
(GPOs), and the federal government. OMI was founded in 1882 and is headquartered in Richmond, 
Vit^inia^ OMI beson as a Smg tiompany md Ms since expanded to operate 55 dom^^dtstribuUcn 
centers and ten additional wdrehovsing units. 

ReccHDincndaiioii 

Continuing efforts by liie healthcaie industiy to control 
costs should benefit OMI as it woriis to reduce lead-tLmes 
and efficiendy manage its si5)ply-cliain. OMI reported 
$1.96B in revenue for 4Q 2008, an increase of 13.6% from 
4Q 2007, despite challenging headwinds fiom a recent 
acquisition and current mariiet conditions. Appnjximately 
90% ofi9latincii^seisaltnl>^:^leiD sales ^Mexi^^ 
customeis. OMI management projects 8- 12% revenue 
growth for 2009 whde also increasing first quaiter 
divrdencfa by 1^. Brnrows, a privately-beld medical 
si5)phes distributor acquii"ed Oct 2008, is expected to be 
fuUy integrated by 2Q 2009. The sale of its DTC diabetes 
sv^jply business for $63M at the beginning of 2009 helped 
to OMI's focus back to its core and exiueitise, OMI's 
attention to business fundamentals and siq^plier and 
customer relationships distinguishes it from competitois. 
The rE^hgnment x^f compai^ goals lesollijrfg from te exit 
from liie DTC segment, coi5)led with The Bmrows 
acqjisilion wiU provide inviting growth oppoitumties. Its 
piYsduct oiiK of eas^ilial items for Waifi^^ t 
lecormnendfiie addition of OMI to lie AIM Eqiiily Fund witi a taiget price of $47.00- 

Invesdment The^ 

• Expansion- TbeBurrows Company and Evolving Customer Base. OMI'sacquisiliDiiof The 

BumDws Company and ite exit from the DTC service will change die composition of its revenue 
streams aod widen its prof it margins. Beginning iQ2Q 2009 OMI will realize acquisition benefits 
from incr^sed sal^ volinne; as ^gmficant oval^ esdsts bdsveen GMT s and ~B mTOWS* 
si^jphers. Additionally, the successful addition of a McKesson subsidiary iq 2007 exemplifies 
OMT s ability to identify and integrate acquisitions that improve performance. Exiting the DTC 
diabetes seivice wiil^leviHte pievious volaljl^perfonnance^ and wiH aUow OMI to allocate 
efforts to its competitive edge of si5>erior ciBtomer seivic:e. 



Kev Statistics 


April 16, 2009 


MaiketC^ 


$1,372. 18M 


ShaiBS Outstanding 


41.42M 


Ave. Volume (3iiioi]t^ 


628,813 


Adjusted Beta 


0.70 


EPS (TTM) 


$2.43 


2009 Estun^ BPS 


S2.64 


P/E (TTM) 


14.85 


PEG Ratio 


1.09 


WACC 


7.98% 


DebfAsset 


20.48% 


ROE 


14.32% 


ROA 


5.65% 


Gross Maigia 


9.90% 


Operating Maigin 


2.50% 


Analyst Coverage 


10 


Target Price 


$47.00 



Source: Bloc^^tbctg 



April 22, 2Q09 



Page 29 



■ G rowth in Private L abel, MediChoice* OMTsprivate label, MediChoice, offeis cost-effective 
alteimtives on over 1,800 mostly comiiiodity products. MediChoice's sales incieased 30% from 
2007 to 2008. OMl is optiinislic that sales will expand further as this product line is integrated 
into The Burrows product mix. Growth potential from the McKesson subsidiaiy and a likely 
increase in suigeiy volume will also spur MediChoice sales. 

• Cost Reduction Fuaction. Consolidation trends in the overall healthcare market and healthcare 
providers loakii^ to ledoce costs will grow OMFs si^iply-chain manageineiA fundloiL This 
operation contains strategies that enable customeis to streamline their si5)ply- chain through 
inventory management, activity-based piiciog, and consulting and outsource services. Sales of 
products from SL5)phei5 participating in OMI's efficiency programs represented 45% of 2008 

■ Resistant to Economic Downturns. The medical and surgical distribution industiy is a 
relatively low risk invesba^Dt Wiii ^i^ards to products and services. Healthcare providers require 
liie prodticts ofi'ered by OMX m arderto apetaiB, Custom^and si^h/^m\a^SxfaB^ am aax 
integral aspect of business and OMI understands the importance for continued positive inlEzactioii 
to achieve stable margins. 

Valuation 

Based on a lOyeai^DCF analysis with a WACC of 7.98% aiid a terminal growth rate of 3%, an intrinsic 
value of $45.62 was obtained. The DCF assumes a 9% growtii rate in 2009 based on a mid range 
assb[fiptionfromitiariagem^disdus^oiiinaFdirli^20^ 12% grt)Wthin2010 

attributed The Burrows Company acquisition- A senativity analysis that adjusts both the long-term 
growth rate (2-4%) and the WACC (6.98-8.98%) generates a price range of $43.66- $62.82. A P/E 
mtdfiple Bppmafiii, \mr^ a Imttoncal P/E average of 2 1.8jc aiMl 1^.63 EPS ip. 2009^ yields a pftee af 
$57.33. With the stodt curreiily tradir^ at $36.08, tie $47-00 price targ^ would yield a 30.27% leturn- 

• ;Ctmqi^idoD< The United States riiedical and surgical si5)ply distribution indu^iy is ex^ 
competitive, OMI competes with a nimiber of regional and local distribubon centers, not to 
mentipuCaidinal Health Inc. (CAH) who operates with a market cap of $12.95B. OMI's success 
is depeoclefion deliveriiiglofr co^ prodncts and sdtrsfytng its crMomerbase tiiTOugii value- 
added transactions. 

• D^^idraceon Significant Custom^s and Supplies. OMI's top ten customers represent 20% 
of levemie. 70% of OMI r^ennewas generated from fllreeOPOs: Novation, Premier and 
Broadlane. Although not every expired contract results in a loss of a custtuner. a loss of a major 
GPO would negatively impact sales. OMI obtains its products from over 1,200 snj^plieis to who 
they serve as a middleman to complete a transaction. Its top ten siqjphers represented 56% of 
revenue in 2008. Thepdteiflial exists for a si^jpH^ to instead diiecdyd^ 

provider. 

• Suppli^ Operating Margin Initiatives* Competitive pricing initiatives hy si5)phers affect OMI 
by reducing prDfitability add lowering margins. OMI understands fteTi^"tfiat failure to 
implement programs to combat such pressuiBS could adversely affect business. Its \'alue-added 
services including PANDAC, Wisdom Gold, and Clinical Sipply Solutions work to eiiliance 
profitability. Outsourcing and consulting services set Mp through OMSolutions is anotlier 
alternative. MediChoice offers ranipetitivepriang aiTaiigeriieqts- 

Monag^n^t 

eraigSmitirhasbeehvrijiiOweite&MinorSii^ Imm- 
Bierman has served as CFO since June 2007 and has previoiffily been CFO of Qmntiles Transnational 
Corporation and a partner at Arthur Anderson LLP. 
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Owner^ip 

% of Shaies Held by Insideis: 2% 
% of Shai^ Held by Institutioual & Mutual Fund Owneis: 95% 

Souice: Y ahoo! Fmaoce 

Top 5 Shareholders 



Holder Name 


Shares Held 


Percent of Shaie OutstandtQa 


Barclays Global Investois UK Holdings Ltd 


2,660,906 


6.42% 


WeUiagton Management Company, LLP 


2,803,426 


5.89% 


Price (T. Rowe) Associates Inc 


2,424,486 


5.85% 


AUianz Global Investois of America L.P. 


2,112,132 


5.10% 


Vanguard Specialized Health Gate Fmid 


2,000,000 


4.83% 



Source: Yahoo! Finance 
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